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Developing countries concerned over proposals for new mechanisms for cost effective mitigation

Bangkok, 15 October (Josie Lee): Developing countries have raised concerns over the apparent trend of diluting or diverging from the architecture of the UN Framework Convention on Climate Change, as developed countries propose new mechanisms to enhance the cost-effectiveness of, and to promote, mitigation actions.

These new mechanisms were included in the 2 October non-paper #9 in sub-section I.C, triggering a range of concerns from developing countries. 

The 7 October meeting of a sub-group of the mitigation contact group of the Ad-hoc Working Group on Long-Term Cooperative Action (AWG-LCA) focused on explaining and discussing proposals on these new mechanisms. This sub-group is dealing with paragraph 1(b)(v) of the Bali Action Plan on “Enhanced national/international action on mitigation of climate change, including, inter alia, consideration of various approaches, including opportunities for using markets, to enhance the cost-effectiveness of, and to promote, mitigation actions, bearing in mind different circumstances of developed and developing countries”. 
The facilitator, Ms. S. Flores of Mexico, is responsible for preparing the non-paper and any subsequent revised versions.

Following the 7 October meeting, a new non-paper #22 was issued whereby the title of sub-section I.C was changed from “New mechanisms” to “[NAMA] [Sectoral] mechanisms” and changes were also made to the content of the sub-section.  
A number of developing countries expressed their concerns and frustration that their views were not reflected in the revised non-paper #22 issued on 8 October (please see TWN Bangkok News Update #22).  On the final day of the Bangkok session on 9 October a new non-paper #30 was issued at 5 pm around the time the Bangkok meeting closed. The contents of non-paper #30 are essentially the same as non-paper #22 where sub-section I.C is concerned.

Below are some highlights of the 7 October meeting when Sweden on behalf of the European Union (EU), the Republic of Korea and New Zealand each explained their proposals in these areas.

Sweden on behalf of the EU’s proposal was for sectoral crediting and trading mechanisms. It explained that its proposal had areas of convergence with those of the Republic of Korea and Australia and that they are working with them with the hope of making new proposals based on areas of convergence.

In brief, the EU’s idea of sectoral crediting involves developing countries reducing emissions to a quantified reference level. Any reductions beyond the reference level would generate credits. Domestic regulations to achieve these emissions reductions would be developed by developing countries so there would be some flexibility on how emissions reductions would be achieved. If developing countries do not reach the reference level of emission reductions there would be no penalty but they would get no emissions reduction credits. Developing countries would decide which sectors they chose to participate in this sectoral crediting scheme.

The EU also made a proposal on sectoral trading. It involves setting an emissions target (based on each Party’s reference level) that would create tradable units. If developing countries emissions were above the target they would need to buy credits, but if they are below the reference level then they could sell the credits. 

To establish a mandate for a new market mechanism by the Copenhagen conference, Sweden on behalf of the EU said that Parties would need to decide on the establishment of these mechanisms, including defining the principles and purpose of these, and addressing issues of net mitigation benefits, environmental integrity and avoiding double counting, amongst others. Parties would also need to decide on the process for establishment of emission reduction reference levels for sectors, as well as modalities and procedures for these mechanisms.

The Republic of Korea developed a proposal for Nationally Appropriate Mitigation Action (NAMA) crediting. It stated that the NAMA crediting idea flows from the Bali Action Plan and can build on the existing Clean Development Mechanism (CDM). 

It explained that the CDM has limitations in geographical distribution largely because the locations of projects are dependent on developed country investors. NAMA crediting would overcome this as developing countries can create their own projects for generating credits. Thus the Republic of Korea thinks this can enhance the function of the CDM. It claimed that NAMA crediting could better facilitate flow of money and technology as developing countries can choose the projects and whether it will be a unilateral or a supported NAMA. NAMA crediting would be initiated by government but carried out by private sector, so government sets the boundaries. 

It clarified that NAMA crediting is not a trading idea. There is no linkage with trading. It explained that the difference between NAMA crediting and tradable crediting is that the NAMA crediting is eligible for any project that is beyond business as usual practice. 

It stated that the details for such a mechanism could be decided later. The CDM was developed in detail after Kyoto, so if Parties agree in principle that NAMAs can generate credit, then this needs only be reflected in one or two sentences in the Copenhagen agreement.

New Zealand explained that its proposal builds on and streamlines the Republic of Korea and EU proposals. It stated that the overall objective was to create efficient and effective ways to get technology and finance to developing countries. It argued that if designed well, market mechanisms could be an essential tool to realise this. It’s not the only tool, but an essential tool. 

Its proposal involves creating a single integrated mechanism with two tracks, one for generating NAMA credits and one for trading these credits. It explained that participation would be voluntary on either track, and that the mechanism could operate alongside the CDM, but that double counting would need to be addressed. While stating that it does not know detail yet, New Zealand said it envisioned that developing countries would propose the reference level for emissions reductions in a particular sector (supported with technical data), which would then be reviewed by a new or existing body based on a technical and political evaluation. It said thresholds should be subject to review by Parties.

It also said that the guiding principles would be based on environmental benefit, but would consider differential responsibilities and capabilities. Rigorous measured, reported and verified reductions requirements and capacity building would be required for many Parties.

It explained that there is need to provide developing countries with access to the global carbon market, as now the CDM is the only gateway for them. 
Australia explained that it is interested in the proposals of the Republic of Korea, EU and New Zealand. It thinks that they could lower transaction costs and provide greater involvement of developing countries in markets. If designed correctly, such mechanisms should allow developing countries to use their own cheap emissions reduction options first, and then create further, more expensive emissions reductions driven by developed country targets.
Australia explained that it wants as much detail as possible on these proposals in the text for Copenhagen as this will give countries confidence in higher ambitions for mitigation.

Argentina asserted that it needs to learn from the past. That financing, including through the CDM, has fallen short and that financing needs to be paid upfront to meet the incremental cost of mitigation projects. It also noted that in the CDM there is a bias on the technology, which needs to be addressed in any new mechanism. There is need to find fair distribution of technology that creates sustainable development (as defined by countries).

It agreed that Parties need to scale up the approach from project by project to sectoral-based schemes. It noted that this requires new methodological procedures on monitoring and verification. It thinks a new approach is needed on mechanisms and it does not want to bring the CDM into this.

Colombia said that Parties need to define principles. It asserted that any new mechanism must be voluntary; be country driven; take into account specific country circumstances; operate at sub-regional, regional and national levels; have environmental integrity; contribute to sustainable development; and provide capacity building to prepare countries for involvement in these mechanisms.

Kuwait said it is hard to seriously discuss NAMA crediting as it does not know what a NAMA is yet. 
It also noted contradictions in statements made, saying that on the one hand they [referring to the Republic of Korea’s intervention] recognise the restrictions of the CDM in transferring technology after the Marrakesh Accord (which laid out the details of the CDM after the broad concept was agreed on in the Kyoto Protocol), and on the other hand they ask us to endorse a small statement on this in the new agreement with details to be decided later. Yet they know that when they go into depth on this issue, details will come up that constrain the benefits to developing countries again. So it sees a repetition of the process and mistakes of the CDM in the Kyoto Protocol. Therefore, Kuwait requested a technical paper to be developed on these proposals to put to rest its concerns.

South Africa said that any new mechanism must be at the discretion of the developing country and must not simply be an offset mechanism. It stated that if the private sector is going to provide financial flows through the market, there must be an adequate carbon price and this can only occur if there are legally binding ambitious targets by developed countries.

China said that none of the proposals are its preference. It expressed concern that while people say we can avoid hot air by setting ambitious sectoral targets, countries are actually trying to get developing countries to take on targets though ambitious sectoral targets. It said that it is important to discuss the obligation of the developed countries first. It does not want to see developed countries step back from their obligations [to provide finance and transfer of technology to developing countries], by leaving them to the market.

The Unites States said it supports the inclusion of sectoral mechanisms although it can’t see which proposal it prefers thus far. It wants clarity on new mechanisms in respect to new modalities, institutions, procedures for crediting, MRV (monitoring, reporting and verification) requirements, measures to avoid double counting, offsets, capacity building and so on. It stated that the market’s carbon price signal is a necessary incentive to get private sector participation.

Grenada said that it shared the concerns of China and stated that all proposals have worrisome aspects in them. It said it is worried about talking about mitigation without a cap set on offsets.

Saudi Arabia said it is not against markets, but want details before it can give approval or disapproval. The details will affect its decision and the details are not there. It supported the interventions by Kuwait and China, explaining that until we know what we are getting into we can’t move forward.

Japan also stated that it needs more time to have a fixed position on the issue of new mechanisms and it seeks detailed explanation from proponents.
Kenya stated that it supports the idea of upfront financing, that there should be no MRV for voluntary NAMAs, and that NAMAs shouldn’t be market driven. It supported the idea of subregional research centres, of short transaction periods on emission reduction projects, and of a country driven process.

Egypt saw the need for new mechanisms, but believes that public finance and technology must be the basis of support. Listening to these proposals, however, it was concerned that it sounds like these new mechanisms will be delivered through markets. 
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